PROJECTIONS OF SCALED BESSEL PROCESSES

CONSTANTINOS KARDARAS AND JOHANNES RUF

ABSTRACT. Let X and Y denote two independent squared Bessel processes of dimension m and
n—m, respectively, with n > 2 and m € [0,n), making X +Y a squared Bessel process of dimension
n. For appropriately chosen function s, the process s(X +Y') is a local martingale. We study the
representation and the dynamics of s(X + Y), projected on the filtration generated by X. This
projection is a strict supermartingale if, and only if, m < 2. The finite-variation term in its

Doob-Meyer decomposition only charges the support of the Markov local time of X at zero.

INTRODUCTION

Optional projections of martingales are martingales; however, optional projections of local mar-
tingales are not necessarily local martingales. If the local martingale is nonnegative, FATOU’s
lemma only yields that these optional projections are supermartingales.

Due to their analytic tractability, scaled BESSEL processes of dimension two or higher are ideal
to study this phenomenon. A first important step has been taken by [FP11] and [Larl4], who con-
sider the three-dimensional BESSEL process, namely the modulus of a three-dimensional Brownian
motion started away from zero, in the filtration generated by its components. The reciprocal of the
three-dimensional BESSEL process is a local martingale; in [FP11] and [Larl4], it is observed that
its optional projection becomes a strict supermartingale when projecting on the first component of
the three-dimensional Brownian motion. However, when projecting on the first two components,
the optional projection preserves the local martingale property.

In this article, we investigate these surprising observations further by providing a systematic
study of optional projections of scaled BESSEL processes of any dimension greater than or equal to
two. We provide two proofs to demonstrate our main result: one mostly analytic, while the other

more probabilistic.
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We need to point out the deep work of [CPY98] on intertwining two related MARKOV processes.
In particular, two squared BESSEL processes of different dimensions are intertwined by an appro-
priate use of the expectation operator. As already mentioned above, in this article, we complement

their insights by focusing on the distinction between strict and non-strict supermartingales.

1. MAIN RESULT

Consider a probability space (€, G, P), equipped with two independent Brownian motions BX

and BY. Fix n > 2 and m € [0,n) and consider the two stochastic differential equations

t
Xt:1+mt+2/ VX, dBX, t>0;
0

t
Yt:(n—m)t+2/ VY dBY t>o0.
0

These stochastic differential equations have unique strong solutions, called squared BESSEL process
of dimension m and n — m, respectively; see [RY99, Section XI.1]. LEVY’s characterisation of
Brownian motion yields that X +Y is also a squared BESSEL process, now of dimension n. FELLER’s
test for explosions yields that X + Y is strictly positive since n > 2. We shall use G. throughout
to denote the natural filtration generated by the pair (X,Y).
Next, consider the function
w2 if n > 2;
s:(0,00) 3w —

— log(w), if n=2.
ITO’s formula yields that s(X + Y) is a local martingale. Let F. now denote the smallest right-
continuous filtration that makes X adapted. For future reference, note that the process fo VX, dBX
is adapted to the filtration F.. We are interested in the F.—optional projection Z of s(X + Y),

which is the unique F —optional process Z such that
Z; = E[s(X; +Y;)|F]
holds for all bounded F. stopping times 7.

Remark 1.1. In order to ensure that Z above exists, it suffices that E [|s(X, + Y;)|] < oo holds for
a fixed bounded F. stopping time 7. When n > 2, E[|s(X; + Y;)|] < oo holds from the optional
sampling theorem because s(X + Y) is a nonnegative local martingale, thus a supermartingale,
under G.. For n = 2, we claim that E[|log(J;)|] < oo for all bounded stopping times 7 when J is
two-dimensional squared BESSEL process with Jy = 1. Indeed, first note that E[.J;] < 14+2E[7] < o0
holds from the dynamics of J, localisation, FATOU’s lemma and monotone convergence. Therefore,
Ellog, (Jr)] < E[J;] < oo holds. Furthermore, since logJ is a local martingale and Jy = 1, we
have E[log_(Jrar,,)] = Ellog, (Jrar, )] < 1+ 2E[T ATp,] along a localising sequence (7, )men, giving
Eflog_(J:)] <1+ 2E[r] < co by FATOU’s lemma and monotone convergence.
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In order to set the stage for the statement of our main result, recall the Gamma function
(0,00) 3 k+—T'(k) := /000 wh e dw.
Furthermore, define the stopping time
(1.1) p:=inf{t >0 | Xy =0},

which is P-almost surely finite when 0 < m < 2.
In the case 0 < m < 2, note that X allows for MARKOV local time process A at zero, defined via

t
(1.2) Ay = limmsm/Q/ 1ix, <eydu, t>0.
E\LO 0

References for existence and properties of A are provided in Section [2| below; in particular, it will
also be shown there that A coincides with the semimartingale local time at zero of the scaled
process X =™/2/(2 —m).

With the above notation, we now present the main result of this note.

Theorem 1.2. The F.-optional projection Z of s(X +Y) exists and satisfies Zy = f(t, Xy) for all
t > 0, where
1 2z + 2tw 1=n/2,(n=m)/2=1g—wdy,, ifn>2;
(1.3) flt,x) = =——— X fO ) /
I'((n—m)/2) Jo© —log(z + 2tw)w —m/2e=wdy, if n =2
for allt > 0 and x > 0. Furthermore, the following statements hold:
o Ifm>2 (thus, n > 2), then

(1.4) Z=1+2 [ fifuX)VEABY
0

hence Z is a strict local martingale.
o If m € (0,2), then Z is a strict supermartingale, that is, not a local martingale. With A

given by (1.2), the DOOB-MEYER decomposition of Z is
L5 p L2 fo frlu, Xu)VXdBY = 2 [0 (1/20) " ™2 ANy, ifn> 2;
' 2 [ f(u, Xou)VXudBX =T (m/2) f; (1/2u)' ™% dA,,, ifn =2

e [fm =0, then Z is again a strict supermartingale of the form

L4 2 [ fi(u, Xu)VXdBY — mohmpy Jo (1/20)"2 1pcipdu,  ifn > 2;

16) Z=
f fa(u, Xu)VXWdBy — [ (1/u) 1{y<yydu, if n=2.

Section [3] contains a mostly analytic proof of Theorem Section [4] contains an alternative
proof, using more probabilistic arguments, for the case n > 2. This alternative route provides
further intuition on the appearance of the local time in the DOOB-MEYER decomposition of Z.

(Furthermore, this alternative route helped us to formulate the precise statements of Theorem )
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Lemma[2.1]in Section [2] below summarises some results concerning the MARKOV local time process

A, appearing in (|1.5)).

Remark 1.3. Here is a quick argument why Z is a strict supermartingale if m € [0,2) and n > 2. In
general, the strict supermartingale property of Z will follow from the non-constant finite-variation
terms in and in the DOOB-MEYER decomposition of Z. All these assertions shall be
argued in the proof of Theorem Assume now that 0 < m < 2 < n, and suppose (as we shall
see, by way of contradiction) that Z is a local martingale. Since X and Y are independent and

since the function s is decreasing, we have
Zy < E[s(Y2)] = f(t,0) < oo, t > 0.

Since Z is additionally strictly positive (recall that n > 2 is assumed), hence bounded, it would
then follow that (Z;);~0 is an actual martingale. This would imply by FATOU’s lemma (note that
t = 0 was not covered) that Z is an actual martingale. But this is impossible, since it would have
constant expectation, meaning that s(X +Y") also has constant expectation, contradicting the fact
that it is a strict local martingale; see below. Therefore, we obtain that Z fails to be a local

martingale whenever 0 < m < 2 < n.

Remark 1.4. The special cases n = 3 and m € {1,2} in Theorem are studied in [FP11] and
[Lar14]. When n = 3 and m = 1, using (1.3)) we obtain

| s e ()
ASTNG CESTRR A ETY A

N AYLEE!

~eo(3) a5 o

(5 [ oo ()
Vit 2t ) J\/x

:ﬁexp@ff) (1-@(@)), t>0,

where ® denotes the cumulative normal distribution. Recall the discussion after , note that
Ain is the semimartingale local time of v/X. In contrast, [FP11] uses Brownian local time.
These local times differ by a factor of 2; see [RY99, Exercise VI.1.17]. This explains the slight
difference in the presentation of the finite-variation part in from its representation in [FP1I].

Zy =

Rl e

oS,

When n = 3 and m = 2, we obtain

Z

1 o0 1
- \/Tﬂ/o ity ? (~a1)

= ——exp | — ———exp | ——
Vort P\#t ) ), Ver—1 P\ a )Y
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1 Xi Xy
=——exp|— |Ko|— ), t>0,
V2t p<4t> O<4t> B

e Vrdy

where

(0,00) 3 k = Ko(k) = /100@21*_1

denotes the modified BESSEL function of the second kind of order zero.

Remark 1.5. As pointed out by [SWT73], if X and Y are appropriately chosen squared radial
ORNSTEIN-UHLENBECK processes (of which squared BESSEL processes are special cases) then so
is X + Y. While it should be possible to extend the arguments below to the case that X, Y,
and X + Y are squared radial ORNSTEIN-UHLENBECK processes (such that X + Y converted to
natural scale is a local martingale), the notation would get unnecessarily complicated. We choose

to sacrifice this bit of generality for more transparent formulas.
Remark 1.6. The function f of ([1.3)) satisfies the partial differential equation
(17> ft/(t,a:)—i—mf;(t,x)—i—Qxfg,x(t,x) :07 (t,l’) € (07 OO>2'

This partial differential equation is derived from the assertion of Theorem via an application of
ITO’s formula to the local martingale f(-, X,1.)—see Step 2 of the theorem’s proof. The required
derivatives of f in ([1.7]) exist due dominated convergence.

2. SQUARED BESSEL PROCESSES AND THEIR MARKOV LocAL TIME

We keep all notation from Section [1} and discuss here some useful properties of squared BESSEL

processes and their MARKOV local time.

2.1. Facts concerning squared Bessel processes. According to [RY99 Corollary XI.1.4], the
process Y has a density (with respect to LEBESGUE measure), given by

1
T ((n—m)/2) 2t)n-m/2?

(2_1> P[Y't e dy] _ (n—m)/2-1 exp (—%) dy, t>0, y=>0.

By FELLER’s test of explosions, for m > 2, the process X is strictly positive. For m € (0,2), X

visits level zero, but is instantaneously reflected there, i.e.,

(2.2) / 1(x,—0ydt = 0.
0

For m = 0, the process X is absorbed when it hits zero. For a proof of these facts, see, for example,
[RY99, Proposition XI.1.5] (but note that semimartingale local time is used there, while we shall
only consider MARKOV local time—see Remark later on). When m € (0,2), the process X
accrues local time; i.e., with positive probability its MARKOV local time at zero is strictly positive.

This is a consequence of Lemma [2.1
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Direct computations with the density of X + Y, or [Kot06, Example 1], yield that

(2.3) s(X +7Y) is a strict local martingale in the filtration G..
Similarly, the process X ,1/\_,)m/ “isa martingale. This yields that the F. stopping time
1
(2.4) pr = inf {tZ() X; < },
K

where £ > 1, has unbounded support. An alternative justification is provided in [BRI16, Corol-
lary 1.2].

2.2. Markov local time. The next result discusses properties of local time of X at zero.
Lemma 2.1. Assume that 0 < m < 2. Then the process A defined via
t
Ay = limmem/Z/ 1 du, t>0.
t &LO 0 {Xu<8} -
s a nondecreasing continuous additive functional, whose inverse, given by
(2.5) As :=inf{t > 0: A¢ > s}, 5>0,

has (conditional) LAPLACE transform

_ I'(m/2) Z2\1=-m/2
2.6 L A e e ) > 0.
( ) [e | P] eXp < Zp 1—\(1 _m/2)8 2 9 zZ
Here, the stopping time p is given in (L.1)). Furthermore, we have
1

(2.7) =T

: |
XU = 2 [ XU B A

Remark 2.2. The process A of Lemma [2.1]is sometimes called “MARKOV” local time, in contrast to
“semimartingale” local time, which only exists for semimartingales. For MARKOV semimartingales,
these two local times may differ; however, as shows, here the MARKOV local time A of X
at zero is also the semimartingale local time of the process X'~™/2/(2 — m) at zero. We refer to
[GRVY99] and [DMRVYO0§| for a deeper study of BESSEL local time.

Proof of Lemma[2:1. We refer to [BS02, Section II.2 and Appendix 1.23], where properties of A
are discussed, and further references are given.

The LAPLACE transform of A is, to the best of our knowledge, first discussed in [MOG9], but
with X replaced by v2X and some missing constants. To argue , note that

Ag=p+inf{t >0: Ay, — A, > s}, 5> 0.

Hence ‘Row 2’ in [PY99] yields

o 1 -
_ZAS - —ZU
E [om | 7,] = exp <‘z’"8</o ) zm/?-lum/zmm/md“) )
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. . ) 2m/2—1r (m/2) . . 82m/2—lr (m/2) Zl—m/2
=exp | —zp— =exp | —zp—
P r JoS el =m/2=1dy P p I'(l—m/2) ’

where we have used the transition density of X, provided in in [BS02, Appendix 1.23 | or in [RY99]
Corollary XI.1.4 ].

Continuing, the process V := X17"/2/(2 —m) is a diffusion in natural scale; thus a semimartin-

gale; see, for example, [AS98, Lemma 5.22 |. The TANAKA formula then yields

. . _ B 1
V =max(V,0) = Vo +/0 LvsopdVa + 51" = Vo + /0 x>0 XS PABE + 510
| —m)/(2-m 1
(2.8) =W+ / Livusoy (2 —m)V,)(mm/G=m) qpX 510_
0

Here, (IV),>0 denotes the semimartingale local time of V, continuous in time and right-continuous

in the spatial variable v > 0, satisfying the occupations time formula

t o0
[owvaavvii= [~ o, 1z
0 0

for all Borel-measurable functions g : [0,00) — [0,00); see [RY99, Section VI.1]. Hence, we also

have

t t 0
(2.9) / g(Vu)du = / 9(Vu) Ly, >0pdu = / g ((2 — m)p)Fm=2/E=m) gy
0 0 0

for all Borel-measurable functions ¢ : [0,00) — [0,00) Here, the first equality follows from the
fact that X, and hence V', are LEBESGUE—-almost everywhere strictly positive, by (2.2)). Now, the
continuity properties of (I"),>0 and (2.9) yield

1 €
lo = lim / Y ((2 —mv (2m—2)/(2—m) dv
t = 20 J2 (2 = m)yo)®m=2/@m gy, fy ¢ (( )

¢

= laiﬁ)lm ((2 = m)e)™/ (m=2) /0 1y, <eydu
Jom-2) ' 2 [1

= limm ((2 — m)e)™ "™ /0 Lix,<((2-m)e)2/@-mydu = lslﬁ)l me™™/ /0 1ix,<cydu

= Ay, t>0,
where the last equality follows from the definition of A. Then, (2.7) follows from (2.8]) and the

above equality. O

3. A MosTtLY ANALYTIC PROOF OF THEOREM [L.2]

3.1. Three technical lemmas. Before we embark on proving Theorem [I.2] we shall provide some

auxiliary analytic results.
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Lemma 3.1. Assume that m € [0,2) and recall the function f from (1.3). Then, with

(3.1)
(1 _ (w 14w n/2—1 w—m/Qe—:cwdw’ i n>2;

TR SR 0 Gl /AUt iy ’

F((n—m) /2) j‘OOO log (1+1/w) w—m/2e—zwdw’ an:27
it holds that ¢ € C*°((0,00)), that

xl—m/Z T
(3.2> f(t,fL') = f(t, 0) - W¢ (5) R t > ()7 T > O,
and that
] xl—m/Q T

(3.3) lim sz (2) _0,  t>0

Proof. Let us only consider the case n > 2; the case n = 2 follows in the same manner. Since

t,2t ——1 2 1-n/2 > w A —m/2 —wq
J200) = 56—y 2 / <x+w> we dw,

for all £ > 0 and z > 0, we have
apyriz-1{(60) — F(t:2tw) 1 /°° (e ) <w>—m/2 —wdw
2 T T ((n—m)/2) Jy T+ w ) °

1 / &
- T((n=m)/2) Jo
= ().
Therefore, substituting = for 2tz, we obtain (3.2)). Finally, (3.3]) follows from the continuity of f

as seen easily in (|1.3]). O

Lemma 3.2. Assume that m € [0,2), and recall the function v from (3.1)). Define the function
(0,00) 3 &+ p(a) := —a' ™2/ (2).
Then, p is nonnegative and decreasing with 0 < p(0+) < co. As a consequence, Sup,~qp(z) < oo.

Proof. We just consider the case n > 2; the case n = 2 follows in the same manner with the
appropriate modifications. To simplify notation we shall consider the function pg := I'((n—m)/2)p.

Simple algebra and a change of variables gives

o0 1 W n/271 1 /2
_ (1= —m —zw
po(x) /0 . (1 n w) (zw) e "d(zw)
00 n/2—1
= 1/ (1 — < Y > ) 2670y
z Jo s )

= (L(0)- L), @>0,
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where

xr+v

o0 v ’I’L/2—1
L(x) = / < > v T2, x> 0.
0

Hence we get

() /IL’(t )dt (” 1) /Oo /1 ! (n=m)/2,=vq4q >0
po(x) = — x)dt = (= — — e v, x> 0.
’ 0 2 o Jo (tw+ov)"?

Thus, po (and hence p) is nonnegative and decreasing with
n & n m
0 :(—1)/ ﬂ"””d:(——l)l“(l——).
po(0+) 5 ; v e Udv 5 5
This concludes the proof. O

Lemma 3.3. Assume that m € (0,2). Then, we have

['(m/2)

b(0) = § T=m/ATw/2=1) ifn>2
L(m/2) P
T—m/2> if n = 2.

Proof. Again, we only treat the case n > 2, as the case n = 2 can be argued in the same way.

Straightforward computations yield

o w n/2—1 /2 n SIS ,Un/272 -
/0 1-— <1—|—w> w dw = (2—1>/0 /w 7(14_@)”/2 dvw dw
_ oo , (n—m)/2—1
_ n/2—1 / v o
1-m/2 )y (1+wv)"/2

1
_ ”/2—1/ W21 (] gym/2=1 gy,
0

1—m/2

_ n/2—1T((n—m)/2)T (m/2)
1—m/2 I'(n/2)

_ 1 T((n=m)/2)T (m/2)
1—m/2 I'(n/2-1) ’

where we used the substitution w = v/(1 + v) in the third equality and the identity

Lo 1y, D(@)L(b)
/0 w1 —w)® 1du—m, a,b>0

in the fourth equality, which connects the Beta and Gamma functions. In the last equality of the
long display, we have used the identity I'(k) = (k — 1)I'(k — 1), which holds for all £ > 1. O

3.2. Proof of Theorem We proceed in several steps.

e Step 1: Using the density provided in ([2.1)), we obtain

fta) =Els(z+Y)), >0, x>0,
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where the function f is given in ([1.3). Note that the process f(-, X.) is F.—optional. Since we have
already established the existence of the F.-optimal projection Z of s(X + Y) in Remark it
immediately follows that Z; = f(¢, X;) holds for all ¢ > 0.

e Step 2: Consider first the case n > 2, fix some x > 1, and recall the stopping times from .
Then s(XP~ + Y?*) is bounded, hence a martingale under G.. Its F.—optional projection, which
is ZP=, will also be a martingale. By ITO’s formula and the fact that the derivatives of f are
continuous and the product LEBESGUE®P measure of {(t,w) : (t, X¢(w)) € U} is strictly positive
whenever U is a nonempty open subset of (0,00)? due to the unbounded support of p of , the
partial differential equation in holds for all (t,) € (0,00)2.
Let us now consider the case n = 2 and fix again some x > 1. In this case, ITO’s formula yields
’ 1
s(X+Y) = 2/0 Noornn Yuqu
for some Brownian motion W. Hence, s(X?*+Y?=) is a martingale under G.. Now we may conclude
as in the case n > 2 that the partial differential equation in holds.

e Step 3: When m > 2, then lim,; px = 00 holds for the stopping times of (2.4]), thanks to the
facts in §2.1L Hence, Z is indeed a local martingale satisfying (1.4]) by ITO’s formula and (1.7).

It is, moreover, a strict local martingale since s(X + Y) is not a martingale under G., as noted in

E3).

e Step 4: We now focus on the case 0 < m < 2 and argue the finite-variation term appearing in
the DOOB-MEYER decomposition of Z in ((1.5). To make headway, Lemma yields
th—m/Z X,
Zt—f(t7Xt)_f(tvo)_W¢ o5 ) t>0.
where the function 1) is given in (3.1]). Unfortunately, since ¢'(0) = —oc by Lemma we cannot

use the product rule directly. Instead, we shall approximate the function . For € > 0, define the
function 9. : [0,00) = R by ¢.(z) = ¢(z) for all z > ¢ and by

ve(z) =v(e) +¢/(e)(@—¢e),  z€[0,€.
Since v is nonnegative, decreasing and convex, the same properties transfer to 1.; furthermore,
be < 0.

Next, fix some tg > 0. We shall first derive the dynamics of Z for ¢ > ¢y via approximation,
and then send ty to zero. Given that 1. is convex and continuously differentiable on [0, c0), twice
continuously differentiable except at € > 0, and E [ fooo 1 Xt:25t}dt:| = 0 holds, it follows that
(1e(Xt/(2t)))t>1, is a semimartingale satisfying

X X t Xu t Xu
@) v (50) =0 (32) [ tonsmads (52) +00 [ tixcama(32). 120
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Define now the process

. thfm/Q X,

An application of (3.2) and integration-by-parts, in conjunction with (3.4)) and TANAKA’s formula
(see (2.7)), and recalling the partial differential equation (|1.7) yield

Z° = Ztso =2 fé(u, Xu) V Xul{Xu>2us}dB§

to

. o . 2)(17m/2
/(1,0)1 du+ =" v Zu)q d

+ o ft (U, O) {Xy<2ue}dU + 2 " (2’LL) (n—m)/2+1 Ve 2 {Xy<2ue}dU

" e (Xu/(2u)) (1—m)/2 X m . dA,
—@=m) | Gmemyz K Ho<xusuey dBy - (1-3)v-0) / (2u)(n=m)/2

/ u :
— () /to Wl{xug2u5}d (2u)

oxLm/2

_ (2 — m)q/)/(E) /to Wl{xug2u€}du

To derive this long display, two cases are considered. Whenever X,, > 2ue, then Z° has the
dynamics of a local martingale, provided in the first line of the long display. For the second case,
namely when X,, < 2ue, we break up the second term on the right side of in three components
and apply the ITO product rule. The second line of the long display provides the contribution of
the first term in and of the component involving the power of ¢. The third line corresponds
to the contribution of the power of X, after using the TANAKA formula in . The fourth line
provides the contribution of (1s(X;/(2t)))i>1,, worked out in (3.4). Finally, the last line yields the
cross-product dynamics.

We now let € go to zero. Then Z; tends to Z;, for each t > 0. Let us next consider the right side
of the long display. Using and the bound . < 1, the dominated convergence theorem yields
that the terms in the second line converge to zero. By a similar argument and ITO’s isometry, so
does the first term of the third line. For the fourth line, we bound the integrand

_61—m/2¢/(8) p(0+)
< Wl{){u§2us} < Wl{xuSQUE}

lem/2
/ u
(0 (ﬁ)ml{xugus}

in the notation of Lemma [3:2] Hence, the term in the fourth line also converges to zero as ¢ tends
to zero. By exactly the same arguments, so does the term in the last line of the long display.
We are left with two terms. Consider the integral in the first line. Lemma yields that
—m/2 pl-m/2

L) == (1-5) e () ~ goomn? (30): >0 =>0

so that z(f.(t,z))? behaves like kx!~™/t"~™ when = ~ 0, where k > 0 is an appropriate constant.

However, fo X1=mdy is a finite process, because it is (proportional to) the quadratic variation of
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the local martingale part in the dynamics of X1~™/2 Therefore, it follows that the integral in the

first line converges to
2 fg/c(%Xu) Vv Xul{Xu>0}de)f'
to
The only remaining term, namely the second term in the third line, converges to
m ' 1
-(1-%) w0 /to e
To summarize, we have
_ C x m ’ 1
7 — Zto =2 o fx(U7Xu) \V Xul{Xu>0}dBu - (1 — 5) ’@Z)(O) /to Wd/\u

We can now sent tg to zero, noting that none of the integrals will explode because X is away from
zero on the stochastic interval [0, p2], where py is given as in (2.4) with k = 2. It then follows that

_ o X _({_m 1
7 = 1+2/0 1, X)) VX1 (x, 50, B] (1 2)¢(0)/0 Gajimn e

In conjunction with Lemma this then yields (|1.5]).

e Step 5: Finally, for the case m = 0 basic computations with (1.3) yield (1.6)). Indeed, if n > 2

we have

f(t,l‘) =

oo
T(n/2) / (z + 2tw) 2w > e duy, t>0, z>0.
n 0

This gives directly

00 B L 2t)1—n/2
w22 ey = (7, t>0.
/0 I'(n/2)

(Qt)l_n/2

A e

One then concludes by observing that X gets absorbed when hitting zero; hence
[t Xe) = f(EAp, Xinp) + Lipery (f(,0) — f(p,0)).

The case n = 2 is argued again in exactly the same way. O

4. A MosTLY PROBABILISTIC PROOF OF THEOREM [1.2]

In this section we only consider the case n > 2, and provide an alternative proof of Theorem

in after some prerequisites for a certain dominating probability measure in
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4.1. A dominating probability measure in the canonical space. Note that the assertions of
Theorem only depend on the joint law on the path space of the process couple (X,Y"). Indeed,

the local time A only depends on X and, moreover, we may write

2 [ Fulu X)VEABY = [ il XA~ mu)
0 0
for the stochastic integral appearing in (|1.4)—(1.6). Hence, throughout Section 4, we may and

shall work on the space of functions from [0, o) to [0, c0)?, where (0,0) will be a “cemetery” state
and functions will be continuous in the open interval before hitting (0,0). More precisely, given a

right-continuous function w : [0, 00) = [0, 00)?, define
((w):=nf{t >0]w(t)=(0,0)},

and let © denote the set of all right-continuous functions w : [0, 00) +— [0,00)? such that w(0) =
(1,0), w is continuous on [0, ((w)), and w(t) = (0,0) holds for all ¢ € [((w),00). Writing w(t) =
(wz(t),wy(t)) € [0,00)? for all t > 0, we define a pair of processes (X,Y) via X(w,t) = w,(t) and
Y (w,t) = wy(t) for all (w,t) € Q x [0,00). We let G. be the right-continuous augmentation of the
natural filtration generated by (X,Y’), and note that ¢ is a G. stopping time. Furthermore, F.
will be the right-continuous augmentation of the smallest filtration which makes X adapted and
¢ a stopping time. With G := /=, G: we let P denote the probability on (€, Gs) under which
P[¢ < oo] = 0, and the coordinate_process (X,Y) consists of two independent squared BESSEL
processes, with dimensions m and n —m respectively, and recall that Xg = 1 and Y = 0 identically
hold by the construction of €.

We set Z equal to the (F.,P)-optional projection of s(X +Y). We recall that s(X +Y) is a

strictly positive G.—local martingale, with localising sequence (77 /n)n€N7 where
T =inf{t>0| X;+Y, <k}, k>0,

the latter localising sequence having P—almost sure limit 7y, which coincides P—almost surely with
¢. Hence we may use FOLLMER'’s construction and obtain a probability measure Q on (€2, Go,) such
that Q[ro = (] =1, and

(4.1) Ep [Vos(Xr +Yo)1ic¢y] = Eq [Vili<y] s

valid for any G. stopping time 7 and nonnegative G.—optional process V; see [Fol72] and [PR15]E|
In particular, (4.1)) above gives Q[7y,, < ¢] = 1 for all £ > 0, which together with Q[ro = (] =1

implies that ¢ is Q—almost surely equal to a G.—predictable stopping time. As shown in the next

ITo see that FOLLMER’s construction can indeed be used as suggested, equip the space F := [0,00)2\ {(0,0)}
with the metric
1 1
den) = ool +| iy - g @ eExE
Izl vl
where || - || denotes Euclidean norm in R?%. Then E equipped with the topology stemming from the previous metric

is a Polish space, and the point (0,0) ¢ E can be identified with a cemetery state.
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result, the (F., P)-local martingale property of Z is related to whether ¢ is Q-almost surely equal
to an F.—predictable stopping time.

Lemma 4.1. The following statements hold:
(1) Write 19 = L(1 — K), where K is F.-predictable, nondecreasing, with Ko =0, and L is
an (F., Q)-local martingale. Then the process Z/(1 — K) is an (F., P)-local martingale.
(2) If ¢ is Q-almost surely equal to an F.—predictable stopping time, then Z is an (F.,P)-local

martingale.

Proof. Write 1pp¢[ = L(1 — K) as in the statement, and set N = 1/s(X +Y). Bayes’ formula
(see, e.g., Theorem 5.1 in [Rufl3]) yields

~ EQINi(I/N)lyesiy | Bl Lyeony

— — =(1—-K
N PO A RN £ AT A

where the denominator denotes optional projection. Since L is an (F., Q)-local martingale, the
last fraction in the displayed formula above is an (F., P)-local martingale; hence so is Z/(1 — K).

To see the validity of statement (2), note that if ¢ is Q-almost surely equal to an F.—predictable
stopping time, then K = 0 and L = 1 hold on [0, {[; since P[¢ < oo] = 0, it follows that Z is an
(F., P)-local martingale. O

The previous lemma also yields that 1 — K is the finite-variation component in the multiplicative
(F.,P)-DooB-MEYER decomposition of the (F., P)-supermartingale Z. For future reference, and
with £(1 — K) := — [;1/(1 — K,)dK, denoting the stochastic logarithm of 1 — K, note that
ITO’s product rule yields that £(1 — K) is the finite-variation component in the additive (F.,Q)—
DooB-MEYER decomposition of the (F., Q)-supermartingale 1o . Similarly, and using the fact
that P[¢ = oo] = 1, we have [; Z,-dL(1 — K), is the finite-variation component in the additive
(F.,P)-DoOB-MEYER decomposition of Z.

4.2. Putting everything together—a more probabilistic proof of Theorem Showing
the cases m =0, Z = f(-,X), and for m > 2 is done exactly as in Section |3 However, here
is an alternative argument for the local martingale property of Z if m > 2. Define p as in , SO
that, Q-almost surely, p < 79 = (. Next, note that

Qlp<{=Qlp<m]=Q[X,=0,Y,>0, p < o0
=Q[X, =0, N, >0, p < o00] <Ep [Zp1(x,~0}n{p<oc}] = 0;

the latter following from the fact that, under P, X is an m—dimensional squared BESSEL process,
which never hits zero. Thus, ¢ is Q-almost surely equal to an F.—predictable stopping time, yielding
that Z is an (F., P)-local martingale by Lemma [4.1|(2).

Let us now consider the case m € (0,2). We start by computing the additive (F., Q)-predictable
compensator of 11¢ o[- To this end, note that the inverse local time A of X at zero, given in ,
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is right-continuous. Hence we may define the time-changed filtration F. = (F,) s>0 = (Fa,)s>0-

With all relationships that follow valid under Q, Ag := Ay, = A¢ is an F stopping time and

(=10=A) = Ax

70
holds. Define also the processes X = X4, Y =Yy and N = Ny = 1/s(X + }/}) Since X = 0 we
have N = Y/2-1, Noting that 79 may only happen at times that A charges, we conclude that if
F is the (.7?, Q)-compensator of 1y, o[, then F' = Fy is the (F., Q)—compensator of 1j¢ o[-

Fix now v > 0 and h > 0. In preparation for the calculations below, note that, since X is
independent of Y under P, the scaling property of the squared BESSEL processes Y starting from
zero (e.g., this can be seen from the density in (2.1])) will give

Ep [Eu

Fu] =6 [Va "R = e [y Al
From this observation it follows that
Ep [Zquh ‘ﬁu} =Ep [EP |:Zu+h ‘fwh] ‘ﬁu} =Ep [Yll_n/ﬂ Ep {Ai__i_zﬂ ]?u} ,

which in turn gives

Ep | Zusn | Fu L ne
(4.2) MEP jﬁ/g \fu] = Ep (%) L:Au’

the last equality following from the fact that A is an additive functional. As a consequence of the

previous calculations, on {A\g > u} = {A;, > u} we have

Q[A0>u+h‘ﬁu} =Q[V,>0forallve (u,u—i—h]‘ﬁu} :Q[?u+h>0’]?u]

( x >n/2—1
x4+ Ap—p

Here the second equality follows from Q[ry = (] = 1, which implies that zero is an absorbing state
for Y under Q. The second equality comes from BAYES’ formula and the third equality is (4.2]).

In order to evaluate the last quantity, we shall use the following identity for the Gamma function:

1 o0
n/2—1 _ n/2—-2 _ —z/y
Y F(n/2—1)/0 z e dz, y > 0.

The LAPLACE transform in ([2.6) then yields, for x > 0 and h > 0, that

x n/2-1 o0 9 2z
(az—i—Ah—p) ] = F(n/12—1)/0 2272 Ep [exp <_;(Ah_P)):| dz

o m 2\t

_ Ep [Eu-i-h ‘j}u} B

) o [0 |7.]

x=Ay

Ep
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(e}
(1.4) — [ gl zsa)a,
0
where we have used, for fixed x > 0, the function

(4.5) [0, OO)2 S (h,z) = g(h,z;x) == F(ﬂ/;_l)zn/?—Q exp <_z _ Im (;;j)l—m/Z h) |

Note that, for all h > 0 and z > 0,

(h,z;2) > gg(h,zs )

0
. >
(4.6) 0> 5

%9

2x

_ I'(m/2) /22 ( z )1_m/2 o
h=0+ I'(n/2-1)T(1—-m/2)

Since the right side of the last inequality is integrable, a combination of (4.3)), (4.4]), L’HOPITAL’s

rule, and the dominated convergence theorem give, for all u > 0, on the event {\g > u},
dz

~ 1 o0 >~ 0
2] =t (1 ) o) = [ gpothsan]

_ T (m/2) N e
T T(m/2— 1T (1 —m/2) (2Au> /0 Armmilem e

1 1-m/2
=7 ;
24,

5.2 Ln/2T (0 = m) /2
T Tm/2-DT1—m/2)

1
im — <
lliﬂf]th{)\o_u%—h

where

It is now intuitively clear, and we in fact provide a precise argument at the end of the proof, that
the additive (F., Q)—compensator F of 15,00 has the form

N B ‘Ado 1 1-m/2
F = / ( > ds.
) 24,

Hence, in the notation of Lemma and also in view of the discussion following it, the additive
(F., Q)—compensator F' = —L(1 — K) of 1[5 [ = 1[¢ cc[ has the form

ATO 1 1—m/2
P [ (D)
0 2U
Since

n—m > 1 1 m
_ - (n—m)/2-1_ —w - - e
T < 5 ) £(u,0) /0 G T ¢ dw = o T (1 : ).

the process

: o __Tm/2) [ 1
- /0 Zy dF, = — /0 f(u,0)dF, = “Tm/2-1) /0 (2u)<n—m>/2dA“

is the finite-variation component in the additive (F.,P)-D0O0OB-MEYER decomposition of Z. The
fact that the martingale part will have the form as in (1.5)) can be shown analytically, as in Section
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It remains to argue that, for fixed u > 0 and A > 0, on the event {\y > u}, we have

To see this, note that, for each NV € N, we have
-
Q [/\0 <u+ A|]'_u} = EQ | ) 1wt (n-1)2-NAcro<utnz-Na}| Fu
n=1
.
n ~ ~
=Eq Z Lgsut(n-1)2-8a}Q [Ao <u+ QTVA Futmn-1)2-8a || Fu
n=1
rrut+A .

for the piecewise constant process
2]\7

n ~
N = Z Liosut(n—1)2-NA} <2NQ {)\0 <u+ 2*NA‘ fu+(n—1)2*NA:|> Lyt (n—1)2-NAutn2-NAJ
n=1

2N
a o
= 1{sus(no1)2-NA) <_6h/0 g <h7]¥7 z; Au+(n71)2—NA> dZ> Liut (ne1)2-NAugn2-NA

n=1

by (.3), (4.4), and the mean value theorem, where hY is a [0,27N A]-valued .7?u+(n_1)27NAf
measurable random variable and the function g is defined in (4.5). Thanks to (4.6)), on the event
{A, > 1/k} for any k > 0, the sequence (n"V)yeny is uniformly bounded. It also satisfies

N 1 1-m/2
]1[1%101077 = 1 ron(ura) B <2A> ;

LEBESGUE®Q-almost everywhere. Hence, an application of the dominated convergence theorem

yields the claim in (4.7)). This concludes the proof. O
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